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AUDITING STANDARDS BOARD
Meeting:

Auditing Standards Board (ASB)

Date:

February 8–10, 2000

Location:

Omni Royal Orleans Hotel
621 St. Louis Street
New Orleans, LA

Meeting
Attendance: Deborah D. Lambert, Chair
James S. Gerson, Vice Chair
Andrew J. Capelli
Robert F. Dacey
Richard Dieter
Robert Dohrer (for John Barnum)
Sally Hoffman
Charles E. Landes
Scott McDonald
Keith O. Newton
Robert C. Steiner
George H. Tucker
Ray Whittington
Absent
John Barnum
Linda K. Cheatham
J. Michael Inzina
Other Participants
Steve Holton, Chair, Financial Instruments Task Force
Thomas Ray, Director, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Jane M. Mancino, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Observers
Joe Bentz
John Brolly
Gabriel de la Rosa
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Eric Jacobson
Don Pallais
Laura Phillips
Beth Schneider
Scott Spradling
Jeffrey Thomson
I.

CHAIR’S AND VICE CHAIR’S REPORT
Deborah D. Lambert, Chair and James S. Gerson, Vice Chair reported on the Audit Issues Task
Force (AITF) meeting of January 19, 2000 in New York, NY. A summary of the meeting is
attached.

II.

DIRECTOR’S REPORT
Thomas Ray, AICPA Director, Audit and Attest Standards, provided the Auditing Standards
Board with an update on the following international matters:

III.



Audit methodologies joint project.



International Federation of Accountants organizational developments.



The organization and objectives of the International Forum on Accountancy Development.



International Auditing Practices Committee agenda.

AGENDA ITEMS PRESENTED AT MEETING
Attestation Recodification (File Ref. No. 2156):
Charles (Chuck) Landes, chair of the Attestation Recodification II Task Force (task force), led
the Board’s discussion of the proposed conforming changes to the following AT sections for the
proposed new SSAE Attestation Engagements:







AT section 200, Financial Forecasts and Projections
AT section 300, Reporting on Pro Forma Financial Information
AT section 400, Reporting on an Entity's Internal Control over Financial Reporting
AT section 500, Compliance Attestation
AT section 600, Agreed-Upon Procedures Engagements
AT section 700, Management's Discussion and Analysis
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The Board:


Agreed that, when an examination of compliance or internal control over financial reporting
of a governmental entity is required by law or regulation, and the entity does not provide a
written assertion to the practitioner, the practitioner would not be prohibited from issuing an
adverse opinion if the evidential matter obtained supports such an opinion.



Indicated support for including guidance in AT 100, Attestation Engagements, that would
describe the practitioner's consideration of other information in documents containing the
practitioner's attest report. This guidance would be analogous to the guidance in AU section
550, Other Information in Documents Containing Audited Financial Statements. The Board
did, however, also indicate that the present guidance in AT 200, Financial Forecasts and
Projections, on this issue should be retained.



Indicated their support for guidance specifying that, when the practitioner is performing an
examination of internal control and the client is the responsible party, the practitioner should
communicate reportable conditions and any material weaknesses to the entity's audit
committee or others with equivalent authority and responsibility. In an examination of
internal control where the client and the responsible party are not the same, the practitioner
should communicate any reportable conditions and material weaknesses, if any, to
management of the client.



Voted to ballot the drafts for issuance as an exposure draft. The staff will prepare new drafts
marked only for the revisions made based on the discussion at this meeting and distribute
them to the members of the Board for comment. Based on the comments received, the staff
will then prepare a complete ballot draft comprising the proposed SSAE, Attestation
Engagements, and the proposed conforming changes to the other existing AT sections; this
ballot draft will be marked to show only the changes from the most recent draft.



Discussed revising the numbering of the AT sections when the revisions are ultimately issued
as a final Statement on Standards for Attestation Engagements (SSAE). The Board indicated
support for moving AT section 600, Agreed-Upon Procedures Engagements, to follow the
new AT section titled Attestation Engagements. The remaining AT sections would be kept
in the same order as in the existing Codification. The Board also indicated support for
giving a new AT section number to the proposed Attestation Engagements to avoid confusion
with existing AT 100.
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Summary of Board Preference Vote
Attestation Recodification II (File Ref. No. 2156)
For
Should the proposed draft of AT 100,
Attestation Engagements, and the related
conforming changes to existing
AT sections 200 through 700 be balloted for
issuance as an exposure draft?
12

Against

Abstain

Absent

0

0

3

Financial Instruments (File Ref. No. 2405):
In June 1999, the Auditing Standards Board issued an exposure draft of a proposed statement on
auditing standards (SAS) titled Auditing Financial Instruments that would supersede SAS No.
81, Auditing Investments. Stephen D. Holton, Chair of the Financial Instruments Task Force,
presented a revised draft of the proposed SAS that incorporates recommendations made by the
ASB at its December 1999 meeting. The revised title of the proposed SAS is Auditing Derivative
Instruments, Hedging Activities, and Investments in Securities, which reflects a revised scope.
The original scope of the exposure draft included all financial instruments. The scope of the
revised SAS excludes financial instruments such as cash, receivables, and payables. After
reviewing the draft, the ASB recommended that
•

The subheading “Derivative Instruments Included in the Scope of the SAS” be revised to
also include hedging activities.

•

Paragraph 14 of the SAS, which addresses assessing control risk, be deleted except for
the first sentence, and that paragraph 15 be added to paragraph 14 .

•

The following sentence in paragraph 16 be deleted:
Based on those considerations, the auditor may conclude that
identifying controls over one or more assertions and gathering
evidential matter about their operating effectiveness is more
efficient than assessing control risk at maximum.

•

The bullets in paragraph 18 be replaced with examples of controls over derivatives. The
ASB recommended that the document, Internal Control Issues in Derivatives Usage-An
Information Tool for Considering the COSO Internal Control-Integrated Framework in
Derivatives Applications, be used as a source of the examples.
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•

The last two sentences of paragraph 49 be moved to the end of paragraph 38 which
addresses valuation.

•

Paragraph 54, which addresses the effect of services provided by a service organization,
be moved to follow paragraph 20, and the subheading before paragraph 20 be deleted.

In addition, the ASB concluded that the proposed practice aid which provides guidance on
implementing the proposed SAS, be issued as an audit and accounting guide rather than as a
nonauthoritative practice audit .
Federal GAAP Hierarchy (File Ref. No. 2615):
Amendment to Statement on Auditing Standards No. 69, The Meaning of Present Fairly in
Conformity With Generally Accepted Accounting Principles in the Independent Auditor’s
Report. The proposed amendment reflects Federal Accounting Standards Advisory Board
(FASAB) pronouncements in the GAAP hierarchy as sources of established accounting
principles, in effect defining a GAAP hierarchy for federal governmental entities. This
amendment is in response to AICPA Council's resolution recognizing the FASAB as the body
designated to establish generally accepted accounting principles (GAAP) under Rule 203,
“Accounting Principles,” of the AICPA’s Code of Professional Conduct.
After discussion, the ASB voted to ballot the SAS for final issuance. A summary of the ASB’s
preference vote is as follows:
Summary of Board Preference Vote
Federal GAAP Hierarchy (File Ref. No. 2615)
Yes
Should the proposed Statement on Auditing
Standards, Amendments to Statements on Auditing
Standard No. 69, The Meaning Of Present Fairly
In Conformity With Generally Accepted
Accounting Principles In The Independent
Auditor’s Report be issued as a final SAS?
12

No

Abstain

Absent

3

Technology Issues (File Ref. No. 4420):
George H. Tucker, Chair, Technology Issues Task Force, presented a paper outlining issues with
regard to the task force’s draft of proposed amendments to AU section 319, Consideration of
Internal Control in a Financial Statement Audit, and asked for ASB members’ input and
direction on these issues. The ASB made the following recommendations:
5
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Audit Effectiveness and Efficiency
AU section 319 discusses tests of controls primarily in terms of audit efficiency rather than audit
effectiveness. SAS No. 80, an amendment of AU section 326, Evidential Matter, states that the
auditor may determine that it is not practical or possible to reduce detection risk to an acceptable
level by performing only substantive tests in entities where significant information is transmitted,
processed, maintained, or accessed electronically, and in such circumstances the auditor should
perform tests of controls. The task force believes that the guidance in SAS No. 80 should be
incorporated into AU section 319 and expanded to provide factors the auditor might consider in
determining whether performing tests of controls is a more effective approach than performing
only substantive tests. The ASB concurred and recommended that more extensive guidance and
examples on how to operationalize this concept be included in the AICPA Audit Guide,
Consideration of Internal Control in a Financial Statement Audit, or perhaps included in a new
Risk Alert that deals with technology issues.
Audit Planning
The ASB agreed that the task force should provide guidance in AU section 319.19-.43, which
addresses the auditor’s consideration of internal control in planning the audit, on how
information technology (IT) may affect internal control and on the level of understanding of IT
(as well as internal control) to plan the audit.
Effect of IT on Internal Control
The ASB agreed that the task force should provide guidance on how an entity may use IT to
achieve its objectives; how the use of IT affects internal control, both in terms of benefits and
risks; and how IT may affect the information and communication component, and other
components, of internal control.
Placed in Operation vs. Operating Effectiveness
The ASB agreed that the task force should amend the guidance that distinguishes “placed in
operation” from “operating effectiveness” to clarify that operating effectiveness relates to the
consistent application of controls in both manual and IT environments. ASB members suggested
that the task force consider the applicability of guidance in Statement on Standards for
Attestation Engagements No. 2, Reporting on an Entity’s Internal Control Over Financial
Reporting, in this regard.

6
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Other Reports as Evidential Matter
The ASB recommended that the task force not undertake to draft guidance on the use of
attestation reports such as SysTrust as evidence to support a control risk assessment below the
maximum level. ASB members felt that such guidance is beyond the scope of this project.
Requirement to Perform Substantive Tests
The ASB recommended that the task force not undertake to draft guidance discussing the nature,
timing and extent of substantive tests when control risk is assessed below maximum because
such guidance is beyond the scope of this project.

7
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ATTACHMENT TO HIGHLIGHTS OF ASB FEBRUARY 8-10, 2000 MEETING
Highlights of AITF meeting on January 19, 2000
Identification of the Country of Origin of Standards, or “Type” of GAAP, in the Auditor’s
Standard Report
Thomas Ray, Director, Audit and Attest Standards, led a discussion about firms implementing
policies regarding the identification of the country of origin of both the accounting and the
auditing standards in the auditor’s report. He noted that because these are firm policies, rather
than professional requirements, the policies and their applications may vary from firm to firm
and within firms. Such variation in auditors’ reports may be confusing to both preparers and
users of financial statements. The AITF was asked to consider whether guidance on this matter
should be developed. AITF members felt that, given increasing globalization, a clear
communication of the identification of the country of origin of the standards is helpful to
financial statement users. AITF members recommended that an interpretation of AU section
508, Reports on Audited Financial Statements, be drafted to give recognition to this.
AITF members also discussed whether there is a need to identify in the auditor’s report
“type” of GAAP used to prepare the financial statements (e.g., standards promulgated by
Financial Accounting Standards Board, the Governmental Accounting Standards Board, or
Federal Accounting Standards Advisory Board). Some members felt that identification of
type of GAAP is more appropriate in management’s financial statement disclosure about
basis of accounting used, where it can be explained more fully, than in the auditor’s report.
further action was taken by the AITF on this item.

the
the
the
the
the
No

SOP 99-1, Guidance to Practitioners in Conducting and Reporting on an Agreed-Upon
Procedures Engagement to Assist Management in Evaluating the Effectiveness of Its
Corporate Compliance Program
George H. Tucker, AITF member, reported on an issue that has arisen with respect to performing
engagements under SOP 99-1 (the SOP). The SOP provides guidance on performing an agreedupon procedures engagement to assist a health care provider in evaluating the effectiveness of its
corporate compliance program consistent with the requirements of a Corporate Integrity
Agreement (CIA) entered into with the Office of Inspector General (OIG) of the U.S.
Department of Health and Human Services. Ordinarily, the practitioner should obtain affirmative
acknowledgment from each of the specified users that they agree upon the procedures and take
responsibility for the sufficiency of the procedures for their purposes. The SOP notes that for
purposes of these engagements, an effective way to obtain acknowledgment from the OIG is to
circulate a draft report detailing the procedures that are expected to be performed, and stating
that, unless informed otherwise within 90 days, the practitioner will assume that there are no
additional procedures that are expected to be performed.
8
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However, practitioners have encountered instances where the OIG has responded to the
submission of the draft report with a form letter stating that the OIG does not review draft reports
and will not comment on the draft. The AITF recommended that the SOP be amended to address
such circumstances where the OIG is not a specified user. The amendment would include a
sample report that incorporates the concept from footnote 6 of SAS No. 87, Restricting the Use
of an Auditor’s Report, that a regulatory agency as part of its oversight responsibility for an
entity may require access to restricted-use reports in which they are not named as a specified
party. The group that drafted the SOP will be asked to draft such an amendment.
Peer Review Process Task Force Update
Deborah D. Lambert, Chair, provided an update on the progress of the Peer Review Process Task
Force (task force) of which she is a member. She stated that the task force has nearly completed
a draft document that makes recommendations on ways to improve the peer review process and
the quality control standards.
Reliance on Other Auditors
Andrew J. Capelli, AITF member, presented a paper about the need to clarify the guidance found
in AU section 543, Part of Audit Performed by Other Independent Auditors, concerning matters
including




the relationship and respective responsibilities of the principal auditor and participating
auditor.
the distinction between “evidence” and “reliance.”
the applicability of the guidance when auditors use a service auditor’s report or a SysTrust
report, or in other scenarios such as joint ventures and virtual entities.

The AITF discussed whether interpretation, rather than amendment, of the standard would be
sufficient to address the issues. AITF members asked A. Capelli to develop a detailed list of
matters that need to be addressed for further discussion at the AITF’s March 15 meeting.
Auditing Loss Reserves
Susan Jones, Technical Manager, Audit and Attest Standards, updated the AITF about the
practice aid on auditing loss reserves that she is drafting and asked for volunteers to represent the
ASB on the review group. She expects to have a first draft available by the middle or end of
March. A discussion followed about the scope of the project and whether industry-specific
reserves (e.g., loan loss reserves, insurance reserves) should be excluded. AITF members asked
S. Jones to prepare a brief paper addressing the scope of the project for consideration by the
review group. AITF members A. Capelli, Richard Dieter, D. Lambert, and Robert C. Steiner
volunteered to be the ASB reviewers of the document.
9

File Ref. No. 1400
Auditing Standards Board
Approved Highlights
February 8-10, 2000

Auditing Multiple-Element Arrangements
In a letter to D. Lambert dated December 9, 1999, Lynn Turner, Chief Accountant of the
Securities and Exchange Commission (SEC) requested “that the ASB develop guidance for
practitioners on what constitutes sufficient verifiable objective evidence of fair value for
purposes of revenue recognition in multiple element arrangements.” The letter suggested that
such guidance be included in the revenue recognition audit guide that currently is being
developed.
The letter also stated that the SEC had requested the Emerging Issues Task Force (EITF) of the
Financial Accounting Standards Board (FASB) to address accounting issues dealing with
multiple element arrangements. Julie Anne Dilley, Technical Manager, Audit and Attest
Standards, reported that the EITF Agenda Committee (Committee) had discussed this matter at
its meeting on January 6 and recommended that this issue be added to the EITF agenda. The
Committee also observed that a working group might be necessary for this issue and likely
should include a member of the ASB.
AITF members concluded that guidance on multiple-element arrangements is not likely to be
developed in time for inclusion in the revenue recognition audit guide that is expected to be
published early this fall. The AITF will add guidance on multiple-element arrangements to its
project inventory. D. Lambert suggested that Keith Newton, ASB member, be asked to serve if
the EITF asks for ASB representation on the working group.
Letter to FASB Requesting Guidance on Quality of Earnings/FASCON 2
At the AITF’s December 9 meeting, SEC staff suggested that the ASB write the FASB and ask
the FASB to issue guidance that develops more fully the accounting qualities discussed in
Statement of Financial Accounting Concepts (SFAC) No. 2, Qualitative Characteristics of
Accounting Information. The ASB recently issued Statement on Auditing Standards (SAS) No.
90, Audit Committee Communications, which amends SAS No. 61, Communication with Audit
Committees, to require auditors to discuss with audit committees the auditors’ judgments about
the quality of the entity’s accounting principles. Among the characteristics of quality identified
in the SAS are representational faithfulness, verifiability, and neutrality, all of which come from
SFAC No. 2.
AITF members discussed whether the ASB should send a letter to the FASB. D. Dieter agreed
to draft a letter and circulate it among the AITF members for discussion.
Conforming Changes to Guidance on Prospective Financial Statements
Charles E. Landes, AITF member and Chair of the Attestation Recodification Task Force (task
force), presented a paper concerning an issue that arose in the process of conforming AT section
200, Financial Forecasts and Projections, to proposed amendments of AT section 100,
10
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Attestation Standards, that the ASB likely will vote for exposure at its February meeting. AT
200 carves out partial presentations that do not meet the minimum presentation guidelines in
Appendix A of AT 200 and states that such presentations are not deemed to be “prospective
financial statements.”
Apparently, this carve-out was done prior to the codification of the forecast and projection
guidance into the attestation standards so that consultants who were “associated” with partial
presentations would not have to follow the guidance. The result is that the practitioner
performing an examination of a partial presentation would have to follow the guidance in AT
100, and a practitioner performing an agreed-upon procedures engagement on a partial
presentation would have to follow the guidance in AT section 600, Agreed-Upon Procedures
Engagements, even though the guidance in AT 200 is appropriate for such engagements.
Furthermore, the AICPA Audit Guide, Guide for Prospective Financial Information, provides
guidance for compiling, examining and applying agreed-upon procedures to partial presentations,
resulting in somewhat of a “disconnect” between AT 200 and the Guide.
C. Landes recommended that the task force amend AT 200 to eliminate the carve out and to
include guidance on partial presentations. AITF members concurred with this recommendation.
Draft Interpretation of AU section 334
D. Lambert presented a proposed interpretation of SAS No. 45, Related Parties (AU section
334). The interpretation clarifies management’s and auditor’s responsibilities with regard to
financial statement disclosures that transactions were consummated on terms equivalent to those
that prevail in arm’s length transactions, and management prefaces the disclosures with words
such as “management believes that” or “it is the company’s belief that.”
AITF members recommended several changes to the draft. A revised draft will be submitted to
AITF members for comment and then sent to the ASB for negative clearance.
Update on Investment Performance Statistics SOP
J. Dilley presented an update on the status of the SOP being drafted by the Investment
Performance Statistics Task Force (task force). The task force had been charged to draft an SOP
to update the guidance in a 1995 Notice to Practitioners on engagements to report on client
presentations of performance statistics made pursuant to the Association for Investment
Management and Research Performance Presentation Standards (AIMR-PPS). AIMR recently
issued Global Investment Performance Standards (GIPS) and now intends to revise the AIMRPPS concerning independent third-party verification to conform to the GIPS guidance. The task
force asked the AITF to comment on the proposed assertions that the auditor will examine, on a
draft examination report, and on the appropriate presentation in the SOP of the procedures that
AIMR requires verifiers to perform. AITF members recommended several changes to the report
11
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and suggested that the AIMR procedures be included in an Appendix to the SOP. A draft of the
SOP will be discussed at the March 15 AITF meeting.
Elevating the APR on SAS 70 to an AAG
G. Tucker led a discussion about elevating the guidance in the Auditing Practice Release, Service
Organizations: Applying SAS No. 70, to an Audit Guide. The APR provides valuable
implementation guidance both to service auditors and to user auditors, but the APR format
hinders dissemination of the guidance since it is not accessible in an electronic format as are the
AAGs. AITF members agreed that the APR should be updated for the SAS No. 88 amendments
clarifying the applicability of SAS No. 70, and that the updated guidance should then be issued
as an Audit Guide.
Money Laundering Update
Ian MacKay, DirectorProfessional Standards & ServicesWashington, reported on a recent
meeting of AICPA representatives, including D. Lambert and James S. Gerson, AITF member, with
the “Gatekeepers” Working Group of the National Money Laundering Strategy Implementation
Group. The Working Group includes representatives from the Department of the Treasury, the
Department of Justice, the SEC, the CFTC and the IRS. The Working Group desired to meet with
representatives from the accounting and legal professions to review professional responsibilities and
make recommendations about professional guidance. Their efforts are part of a global government
strategy to combat money laundering. A strategy implementation status report is expected in early
February 2000 and may contain anti-money laundering legislative proposals involving the
accounting profession. I. MacKay reported that recent AICPA staff projects on money laundering
include coverage of money laundering in four Risk Alerts and at the annual Banking Conference.
HUD Audit Compliance Check – Direct Reporting
I. MacKay and C. Landes reported on a new HUD compliance audit step for for-profit multifamily projects that requires auditors to compare the project owner’s electronic submission of
audited financial statement data from last year to a hard copy of last year’s audited financial
statements, and to directly report to HUD any material misstatements or omissions of
information. AITF members expressed concern about the direct reporting requirement. I.
MacKay will coordinate a meeting with HUD staff to discuss using an agreed-upon procedures
form of report as an alternative to direct reporting.
ASB Projects Update
The February ASB meeting agenda will include the following topics:
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The Attestation Recodification task force expects that proposed amendments of AT 100 and
related amendments and conforming changes to the attestation standards will be voted for
exposure.



The Financial Instruments task force will discuss how SEC comments on the Exposure Draft,
Auditing Financial Instruments, are being addressed in the document.



An update on the status of the fraud research projects will be made.



The Federal GAAP Hierarchy task force will present comment letters and expects that a final
SAS will be voted out.



The Technology Issues task force will present discussion issues regarding proposed
amendments to AU section 319, Consideration of Internal Control in a Financial Statement
Audit.

J. Gerson and G. Tucker volunteered to draft guidance on the auditor’s responsibility for the
period from the date of the report to the date of issuance of the financial statements.
Judith Sherinsky, Technical Manager, Audit and Attest Standards, will staff a task force to
address issues related to the New York State Insurance Department’s requirement that insurers
submit a statement describing the auditor’s assessment of internal control over derivatives
transactions.
The AITF tentatively scheduled a two-day planning retreat in New York on April 13-14, 2000.
A.

Liaison Meeting with The Institute of Internal Auditors

AITF members met with representatives of The Institute of Internal Auditors (IIA) on January
20, 2000 in New York. The following matters were discussed.


Steven E. Jameson, Director, Technical Services, and Susan B. Lione, Technical Services
Senior Manager, discussed progress made in the last year on implementing initiatives of the
IIA’s strategic plan that was adopted in 1999. The initiatives include
 restructuring the IIA’s governance.
 revamping the professional practices framework, starting with a new definition of internal
auditing that was approved in June 1999.
 promoting the profession.
 increasing outreach efforts to targeted groups such as the President’s Critical
Infrastructure Assurance Office.
 implementing a long-term financial strategy.
13
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Deborah D. Lambert, Chair, AITF, provided an update on ASB projects and liaison activities.



Erin Mackler, Technical Manager, Technical Services, discussed the new SysTrust assurance
service and the four principles on which it is based.



Nancy Cohen, Technical Manager, Information Technology, described the AICPA’s new
information technology accreditation for CPAs.



Richard Towers, Technical Director, Independence Standards Board, provided an update on
the ISB’s current projects.

B.

Liaison Meeting with the Auditing Standards and Procedures Committee of the
NYSSCPAs

AITF members met with representatives of the Auditing Standards and Procedures Committee
(Committee) of the New York State Society of CPAs on January 20, 2000 in New York. D.
Lambert provided an update on current ASB projects. Participants discussed the following
topics brought by the Committee:







Recording and auditing prospective legal fees related to contingencies
Audit materiality
Auditing e-commerce transactions for financial statement purposes
Accounting references in the auditing literature
Employee benefit plan manual concerns
Revision of Appendix A to AT section 100

The AITF will include the matter about recording prospective legal fees on the agenda for its
liaison meeting with the Financial Accounting Standards Board later this year. Audit and Attest
Standards staff will follow up on the Committee’s recommendation to add an audit risk alert on
e-commerce to the existing risk alert series.
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